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SUMMARY 


The last half of the Labour Government's first year, although 
not without problems, continued as a period of particularly 
high business activity and growth. 1973 export receipts rose 
22.4 per cent over 1972. Foreign exchange holdings remained 
high. New Zealand's pastoral products maintained their 
dominance as foreign exchange earners. Import payments 
continued increasing. With. foreign exchange reserves 
beginning to decline, fed by the increased costs of pet- 
roleum imports, some predictions indicate balance of payments 
problems by mid-1974, possibly leading to strain on the 

New Zealand dollar. The high monetary liquidity of the first 
half of 1973 disappeared. Credit became increasingly tight. 


Inflation plagued New Zealand throughout 1973 and will likely 
continue well into 1974. Though industrial production and 
building activity rose throughout the second half of 1973 
work stoppages lowered output and growth in certain sectors. 
There were signs at the end of 1973 of a lessening of business 
confidence because of the feeling that the Government was 
susceptible to pressures of trade union and consumer groups in 
resolving industrial disputes and countering inflation. 


Whatever other developments in 1973, which might affect the 
economy in 1974, the international oil crisis casts an 
increasingly ominous air of uncertainty over the future. 

There is growing concern of the danger of sky rocketing costs 

of oil for transport and industry with a reduction of New 
Zealand's export earnings, coupled with shortages and increasing 
costs of essential imports. 


The United States" overall share of the New Zealand market 
increased slightly during 1973. The United States remained 

New Zealand's second best customer. With continued sound albeit 
slower economic growth, if New Zealand can avoid balance of 
payments problems, despite the energy crisis and if the value 

of the United States dollar does not increase significantly 
relative to other leading currencies, the United States exports 
to New Zealand should continue to grow. 





CURRENT ECONOMIC SITUATION AND TRENDS 


1973 Was By and Large a Very Good Year for New Zealand 


The year started out with high business confidence. Farm income 
remained high, dropping only slightly from the high of 1972. In 
spite of materials and labor shortages, the construction and man- 
ufacturing sectors invested large sums in buildings and plant 
expansion. Private capital formation at current value for the 
year ending March 1974 is estimated by the New Zealand Institute 
of Economic Research to increase by nearly 27% per cent. Even 
taking into account significant cost increases, this is impressive. 
Industrial production though greatly increased (estimated up 5% 
per cent for the March 1974 year), could not satisfy growing demand. 
Personal consumption expenditure was estimated to increase about 

15 per cent. Special import licenses were granted during 1973 

to hold down price rises caused by unsatisfied demand. Retail 
sales during the quarter ending September 1973 reached $NZ749.9 
million, 18.8 per cent above the same quarter of 1972 (at 

constant prices an 8.9 per cent rise). Company incomes reached 
such high levels (estimated at about 20 per cent before taxes) 

that there was talk of clamping down on profits. 


The upward race of wages and prices (with wages generally coming 
out ahead) forced Government intervention - with only limited 


success. Wage and salary payments rose by an estimated 18% per 
cent (including a 24% per cent increase in the labor force). The 
Consumer Price Index for 1973 increased 10.2 per cent. 


The rate of GNP growth for 1973 is estimated to have been about 
15% per cent (about $NZ8,080 million by the end of 1973), nine 

and a half per cent of which was inflation and a hefty six per 

cent real growth. 


The stock market, reflecting the growing optimism in the first half 
of 1973 continued to rise through August (23% up from August 1972), 
then began a rapid decent to the end of December, wiping out most 
of the gains for the year. This drop was earlier influenced by 
such factors as tightening credit, the Government prices and 
incomes policy, wage and other cost increases and diversion of 
funds into the property market. Butalso raw materials shortages 
and later concern over oil shortages and a possible business down- 
turn played their role. 


Unemployment dropped from 6,331 on November 30, 1972 to 919 on 
December 14, 1973. The surveyed (as opposed to notified vacancies 
for placement services) in all non-seasonal industries on 





October 30, 1973 was 31,809, or 99.9 per cent greater than one 
year earlier. From January through September 1973 there was a 
net immigration of some 12,000. 


The Value of Exports Rose but Import Payments Rose Even More 


In the year ending December 1973 total export receipts rose to 
over $NZ1,844.2 million, a 22.4 per cent increase over the 
December 1972 year. But during November 1973 export receipts 
($NZ127.9 million) were slightly less than September 1973 exports 
($NZ128.6 million) indicating a tapering off of export growth. 


Import payments continued increasing at an accelerating rate during 
the second half of 1973. In the year ending December 1973 they 
rose by nearly 35 per cent to $NZ1,485.7 million) During November 
1973 at $NZ150.8 million they were nearly 43 per cent greater than 
the corresponding month of 1972 and a sobering nearly 19 per cent 
greater than September 1973 - ($NZ126.9 million). During that 
month, there was an actual trade deficit of $NZ22.9 million. 


With continued high export prices, meat and wool (accounting for 
58 per cent of the total value of exports for the year ending 
December 1973) experienced the greatest increases in total export 
values during the December year, over 29 per cent and 46.6 per cent 
respectively. And this despite a 13 per cent revaluation of the 
New Zealand dollar. (It is noteworthy that in spite of greatly 
increased export prices the increase in the quantities of meat 
exports was relatively modest and the quantity of wool exports 
actually decreased in 1973). The export values of butter, cheese 
and other dairy products suffered continuing declines totalling 
$NZ37.1 million during the December 1973 year (down from $NZ133.7 
million for the December 1972 year) - an 11 per cent decrease, 
following on a decrease for the November 1972 year of 18 per cent. 
There has been a long-term trend in New Zealand of declining pro- 
duction of dairy products. (New Zealand was well below filling 
its 1973 United Kingdom quota of dairy product3. However, large 
U.S. import allocations in 1973 of butter, cheese and dry skim 
milk enabled New Zealand to increase exports of these products to 
the United States. 


Exports of manufactured products ($NZ143.6 million for the year 
ended December 1973), which did not have the advantage of greatly 
increased export prices, showed a respectable annual growth of 

25.8 per cent and with $NZ12.5 million for November 1973 an impres- 
sive increase of 13.6 per cent over September 1973. Australia con- 
tinued to be the major customer for New Zealand's manufactured 
exports, buying nearly 47 per cent. On the basis of recent trade 
talks and the expansion of the New Zealand-Australia Free Trade 
Agreement to include additional products, this share (and over-all 





trade) will likely grow. 


On the basis of the growth pattern before petroleum prices began 
their meteoric climb (the effect of which had not yet hit New 
Zealand at the end of 1973) it was estimated that annual import 
payments would increase to over $NZ1,712 million by April 1974. 
This figure will undoubtedly be considerably larger due to higher 
cost of imports of petroleum and petroleum products, higher shipping 
rates, and higher costs of other imported products. (One estimate 
is that petroleum import costs alone would rise to $NZ150 million 
about a three-fold increase). With no prospect of increasing sig- 
nificantly the overall total value of New Zealand's exports this 
could cause a serious drain on its foreign exchange reserves and 
possibly place a strain on the value of the New Zealand dollar 
during 1974. 


Foreign Exchange Reserves Started to Fall in the Second Half 
of 1973 


The growth in New Zealand's foreign exchange holdings reached a peak 
of $NZ1,093.5 million in June 1973. Since then, with a diminishing 
rate of increase in value of total exports, the slowing of capital 
inflow, (from $NZ274.3 million during the year ending December 1972 
to $NZ184.7 million during the December 1973 year), and greatly 
increasing import payments, New Zealand's reserves started to decline 
in the latter part of 1973. By December they were $NZ824.8 million, 
$NZ148.5 million less than at the end of September 1973, a drop of 
over 15 per cent*. 


Steps to Curb Inflation Had Limited Effect 


In August 1973, to stem a threatened runaway escalation of wages the 
Government set a maximum allowable increase of 8% per cent in 
salaries and wages from February 1973 through June 1974 - unless the 
June-December 1973 rise in the Cost of Living Index exceeded 4 per 
cmt (which it did, see below). Employers were permitted to pass on 
to customers only 5 per cent of the wage increase as increased 
business costs. In November, with pressure on prices mounting, 
following on earlier efforts to curb them, the Government issued a 
complicated set of interim Price Stabilization Regulations - effective 
until June 1974. Among other things, the regulations lowered to 4 
per cent the amount of wage increases which employers could pass on. 
Parts of these regulations were strongly criticized, especially by 
retailers, as unworkable. 


* With the revaluation of the New Zealand dollar by 10 per cent on 
September 9, 1973 the book value as expressed in New Zealand dollars 
dropped some $90 million. However, the actual purchasing power 
abroad of the reserves was not changed. 





+ 
As 1973 drew to a close the Government authorized a cost of living 
general wage increase for workers of 2.7 per cent in January as a 
result of the 4.7 Consumer Price Index increase between June and 
December. This increase was 2 per cent larger than the August wage 
regulations had provided. Industrial and commercial sectors, smart- 
ing under the recently issued strict price controls accused the 
Government of giving in to labor union pressure. Observers predicted 
that this would set the stage for pressure from business circles for 
further price increases, especially starting July 1974 when the 
existing wage and price regulations cease. 


New Zealand Dollar Became Dearer in 1973 


In July when the New Zealand dollar's value on the international 
money markets fell with the declining U.S. dollar (in spite of all 
time highs in New Zealand's export earnings and foreign exchange 
reserves) the Government revalued the New Zealand dollar by 3 per 
cent, untied it from the U.S. dollar and established a controlled 
New Zealand dollar float. This had only limited effect. With mone- 
tary liquidity and inflationary pressures still high, in September 
the Government announced a further revaluation of 10 per cent. 


Swing From Excess Monetary Liquidity to a Growing Credit Squeeze 


Direct Government measures and indirect forces at work in the economy 
reduced the excessive monetary liquidity by the end of 1973 to a 
point where the Reserve Bank suggested lending priorities for the 
scarce funds available. The economy enters 1974 in an increasingly 
tight liquidity situation. This could contribute to an economic 

slow down unless the Government eases credit restrictions. 


The Government Takes Initiatives to Diversify and Expand 
New Zealand's Markets 


With Great Britain, historically New Zealand's principal trading 
partner, joining the EEC, the Labour Government intensified efforts 
to find new markets for New Zealand's exports. The Minister of 
Overseas Trade, headed trade missions to China, the USSR and South 
Korea. During Prime Minister Kirk's visit to the United States in 
September, he discussed with U.S. officials ways of increasing New 
Zealand's exports to the U.S. The Government negotiated a $NZ12 
million loan to Brazil to buy New Zealand dry skim milk, and later 
extended two loans totalling nine million dollars to Peru to buy 
dairy products and meat. 


In December, with the significance for New Zealand of the world oil 
crisis becoming apparent, during visits to several Asian countries, 
Mr. Kirk discussed possibilities of expanding bilateral trade, 
including in at least one instance a bilateral barter deal involving 
petroleum. 





To maximise the gain from its exports, the Government also created 
a shipping corporation and purchased two modern conventional ships 
which will start plying between New Zealand and Europe in 1974. 


Outlook for 1974 is Unclear 


With the prospect of increasing costs of and shortages in imported 
materials for New Zealand industry plus greater petroleum and 
shipping costs there will likely be some decrease in economic 

growth. There are insufficient facts yet available on the effects 

of these developments to make sound estimates of the extent or way 

in which they will affect the economy. One effect could be increased 
industrial rationalization. Industry could press for increased 
protection or subsidization. There is still a strong domestic demand 
for many products. If export opportunities for industry decline 
because of rising production and shipping costs, industry may concen- 
trade more on serving this demand. 


But New Zealand's principal income is still derived from its pastoral 
industries. With the prospects of a continued strong demand for 

meat during 1974, including lamb, it is likely the prices for these 
products will be maintained or drop at most only moderately. Pro- 
duction and export of beef should rise some but sheepmeat, suffering 
from a drop in production in 1973, might remain low because of more 
bad weather this year. Wool production and exports will likely drop 


some also. Export values may decline some from their present high 
and returns to New Zealand will be less because of increased shipping 
costs. There is some speculation that the demand for wool may hold 
as synthetics’ prices rise and production falls. Forest products, 
though suffering from production cut-backs because of labor disputes 


during 1973 will likely become a@™ increasingly important export in 
1974. 


IMPLICATIONS FOR THE UNITED STATES 


New Zealand's Favorable Balance of Payments with the U.S. 
Declined Significantly in 1973 


New Zealand's exports to the United States during 1973 totalled 
$NZ287.6 million. This was an increase of nearly 10.4 per cent over 
1972. New Zealand's imports from the United States for the same 
period totalled $NZ220.5 million (up over the year earlier by over 
45 per cent). New Zealand ran a deficit on invisibles with the 
United States of $NZ36.3 million - up over 48 per cent over the year 
earlier. New Zealand's favorable current account balance with the 
U.S. of $NZ30.7 million for 1973 (vs. $NZ84.3 million for 1972) is 

a drop of nearly 64 per cent from last year. 





The U.S. is Still New Zealand's Second Best Customer 


Only the U.K. (buying 30.5%, vs. 37.3% in 1972) led the U.S. (14.8% 
vs. 13.8% in 1972) in purchases of New Zealand's products. New 
Zealand's principal export to the U.S. during the period was meat, 
representing 30 per cent of New Zealand's total meat exports for the 
period. The United Kingdom with large lamb imports bought 35 per cent. 
However, the U.K.'s share of overall New Zealand exports dropped from 
nearly 32 per cent in 1972 to a little over 27 per cent in 1973. New 
Zealand's purchases from the U.K. dropped from 37% per cent in 1972 

to 30% per cent in 1973. 


New Customs Tariff is Published 


In October, following the July reductions of MFN and General Rates for 
Concessionary items of the Customs Tariff to the British Preference 
(BP) level, the Government published a new Customs Tariff - to be 
effective from July 1, 1974 which will lower some rates, eliminate 

the distinction between MFN and General Tariffs and progressively 
eliminate the BP's of the existing tariff over a four year period. 
Though Australia, Canada, and some other Commonwealth countries will 
continue to benefit from preferential tariffs, the U.S. competitive 
position vis-a-vis the U.K. will strengthen considerably. 


Increased Economic Activity Increases Demand for Many Products 


With building and factory construction at an all time high, many 
shortages of building materials and machinery, factory and transport 
equipment have developed. Special import licenses are being issued 
for importation of a number of these items. This should continue well 
into 1974 so the prospects for continued U.S. exports to New Zealand 
of capital equipment, (and some consumer items) during the first half 
of 1974 appear fairly good. But, of course, this is contingent upon 

a continued acceptable level of investment. The tightening of liqui- 
dity, and the adverse balance of payments could serve to reduce in- 
vestment activity. Importers might find obtaining foreign exchange 
allocations and import licenses more difficult. Consumer items would 
likely be the first casualties of a program to reduce imports if there 
should be a decision to conserve foreign exchange reserves or a move 
to increase industry confidence. New Zealand has an important forest 
products industry. With the high world demand for forest products 
such as plywood, fiber board, newsprint, etc., it has prospects of 
being a major foreign exchange earner for New Zealand. There is a 
great interest in expanding this industry. This will involve the 
installation of considerable capital equipment. 


Energy Crisis May Create New Export Opportunities 


During the latter part of 1973 when the oil crisis broke, there was a 
sudden strong interest in developing alternate sources for energy. 
This has run the gamut from adapters to convert automobiles to operate 


on LPG to starting plans for nuclear power plants. How much of this 
spurt of interest will continue will depand on how hard New Zealand is 
hit by the energy crisis. 





In any case the development of more hydroelectric and gas or coal 
powered plants for generating electricity is receiving priority 
attention by the Government. This also means reopening idled coal 
mines and the installation of labor saving machinery for extracting, 
handling, hauling and storing coal. Many factories will be converting 
to coal. This will involve replacing or adapting existing equipmert. 
There should be a growing market for a variety of equipment such as 
coal burning industrial furnaces and stokers. 


New Zealand has large natural gas reserves. The output of one on- 
shore gas field is being increased. A treatment plant for removing 
other gases is being enlarged. The number of residential gas 
consumers in Wellington, Auckland and some other communities is 
growing. Factories are converting to gas. The demand should grow 
for appliances and other equipment operating on gas. Off-shore the 
development of a very large gas field is underway. The gas will be 
used in new electricity generating plants which will start operating 
in the late 1970's and early 1980's. 


New Zealand at present produces no petroleum. There are a number of 
on-shore and off-shore licensed areas which offer prospects for 
locating petroleum. Petroleum exploration work may pick-up in 1974. 
This could open opportunities for supplying not only machinery and 
equipment, but technological knowhow also. 


Value of U.S. Dollar Important to Increasing Exports to New 
Zealand 


If the value of the U.S. dollar does not rise significantly above the 
current rate vis-a-vis currencies of other leading industrial 
countries, the recent growing interest in "buying American" should 
continue. 


New Zealand Offers Opportunities for Investment 


There is substantial scope for U.S. investment in New Zealand for 
firms fulfilling certain criteria as utilization of New Zealnd 
materials md personnel, export orientation, environment, etc. 





Write for the facts 
on export financing. 


Today, more than ever before, abundant selling 
opportunities exist for U.S. manufacturers in overseas 
markets. And numerous financing and insurance 
arrangements are available to help make your products 
truly competitive abroad. This booklet will show you . 
how easily you can take care of your export financing 
and insurance needs. And how the U.S. Commerce 

ene is ready to assist you in making 
credit arrangements with 
commercial banks, the 
Eximbank, and the Foreign 
Credit Insurance Association. 


or your free copy, write Mr. 
Marinus van Gessel, Director, 
ureau of International 
“Commerce, U.S. Department of 
\ Commerce, Wash. D.C. 20230. 


* U.S. GOVERNMENT PRINTING OFFICE: 1974~542-909/94 3-1 








